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SUMMARY 


The economic news for Papua New Guinea this year has been 
dominated by international events. A new aid agreement 
was signed with the Government of Australia which will 
provide US $1,150 million during the next five years. 
Considerable multi-national aid has also been forth- 
coming, with loans from the World Bank, Asian Develop- 
ment Bank and International Development Association 
totaling $27 million. 


After a post-Independence period of waiting, foreign in- 
vestors seem to be showing considerable interest. Major 
contracts have been signed with Broken Hill Pty. Ltd. for 
the development of the OK Tedi copper site, and an 
Australian/Japanese consortium started negotiations on 
the Frieda River copper site. An ESSO consortium has 
started exploratory drilling in the Gulf of Papua, and 
Starkist has made a new proposal for enlarged fishery 

and cannery operations. 


Domestically, the economy is doing well due to high prices 
in cocoa and coffee, the only damper on the economy being 
the low copper and copra prices. 


Considerable opportunities remain for United States 
investors, especially in government priority areas of 
forestry, mining and palm oil. The Government of Papua 
New Guinea has already done preparatory studies on many 
of these projects. Export opportunities for U.S. firms 
also remain good, especially in machinery (all types), 
forestry and saw mill equipment, and consumer goods. 





3. 
TABLE I - KEY ECONOMIC INDICATORS - PAPUA NEW GUINEA 


All values in million Kina Exchange Rates: US$1.00 = Dec.3l, 1974 = KO.671; 
unless otherwise specified Dec.31,1975 = KO.752; Dec.3l1, 1976 = KO.81 (current) 


A (FY74) B (FY75) C (FY76) D % Change 
ITEM Fiscal years: July 1-June 30 from B to C 


INCOME, PRODUCTION, EMPLOYMENT 


GDP at Current Prices 1011.9 966.8 N/A 
GDP - Market Component 852.4 835.8 N/A 
GDP - Non-Market Component 159.5 161.0 N/A 

GDP at Constant 1969 Prices 695.8 N/A N/A 

Per Capita GDP, Current Prices 301 377 N/A 

Plant & Equipment Investment 130.7 160.7 N/A 

(current Prices) 


MONEY AND PRICES (a) 


Money Supply (last Wed. of year except () (Jan) / Dec 
M 1 (cash plus demand deposits) 139.0 ( 95..7)/154.1 
M 2 (Ml plus savings accounts) 283.4 (147.5) /250.8 
M 3 (M2 plus time deposits) 318.6 (184.5) /299.7 
Public Debt Outstanding (June 30) 213.6 333.5 
External Debt (June 30) 165.6 251.8 


Interest Rates: (Dec) (May) 
Savings Banks Deposit Rate (%) 32715 3.75 
Consumer Price Index (1977=100) (9/30) 119.6 162.4 
Commercial Loans-weighted average 7.62 8.09 


BALANCE OF PAYMENTS AND TRADE 


Gold & For.Exch. Reserves 196.7 (9/29) 
Balance of Payments (b) 
Balance of Trade (Goods & Services) ‘. N/A 
Exports (FOB) N/A 

U.S. Share (c) 
Imports (CIF) N/A 

U.S. Share (c) 


MAIN U.S. EXPORTS: (FY74/75) TOTAL: 

Machinery & Transport Equipment (22.1) 
Chemicals ¢°2.5) 
Manufactured Goods ( 2.8) 


FOOTNOTES : 

(a) It is difficult to put much meaning to the changes in these figures since a 
currency change has been taking place. Prior to 1976 money supply figures 
include holdings of Australian currency. Starting in 1976 money supply figures 
are for Kina holdings only, but the large increases may have come from further 
conversion of Australian dollars into Kina. The dual currency system only 
ended in PNG on Dec. 31, 1975. 

Current and capital accounts 

Share of exports or imports of merchandise only. 

Figures for FY1976 are provisional and have not yet been published. 
Not available. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Production and Prices: 


The Papua New Guinea economy is really two separate entities: 
a subsistence economy and a market economy. The subsistence 
sector has remained fairly stable in absolute terms over the 
past several years, but has declined in importance relative 
to the market sector. In fiscal year 1970-71 the subsistence 
economy was 22% of measured national output, while in fiscal 
year 1974-75, it was only 16%. 


The market side of the economy is highly sensitive to events 
outside of its control - commodity prices - and to political 
decisions of aid-giving countries (mainly Australia). In 
1974-75, exports totaled almost 52% of market gross domestic 
product. Transfers of foreign revenue, both current and 
capital, to the government totaled K166 million (roughly 

US $215 million), or almost.20% of market GDP. 


In general, the past year has been a good one for Papua New 
Guinea. Prices for coffee and cocoa have risen sharply, 
leading to a substantial increase in revenues (see Table II). 


Copra production declined due to the lower prices. Many 
small producers have not found it worthwhile to collect 

the copra, but the productive capacity of the industry 
remains intact and production could increase if copra prices 
rise. 


New plantings of coconut trees are at a standstill due to 

the reluctance of expatriate plantation owners to make long- 
term investments. (It takes 7 years to bring a coconut palm 
into production.) Also, the Department of Primary Industries 
is not at present encouraging small-holders to increase 
plantings of coconut palms since it intends to introduce 

a new hybrid palm tree in the next two years. 


Cocoa production has increased due to the high price. Cocoa 
is often raised in the same areas as copra and competes with 
copra for labor. This has caused a further decrease in 
copra production. 


While the three-quarters sum of coffee exports indicates 

a drop from the previous year, coffee production has actually 
increased slightly (see Table III). The discrepancy is due 
to a decision by the Coffee Marketing Board to temporarily 
build up stocks. 





TABLE II - PNG EXPORTS 


1974/75 |CY 1975 


COPRA (tons) 


COPRA OIL (tons) 


COCOA (tons) 


COFFEE (tons) 


RUBBER (tons) 


TIMBER/PLYWOOD 
1000's meters 


TEA (tons) 


COPPER (tons) 


8402 
(7/75- 
3/76) 


3437 


161794 





TABLE III - AGRICULTURAL PRODUCTION AND EXPORTS - MAJOR COMMODITIES 


Source: Dept. of Primary Industries Values expressed in thousands of Kina 


Year 1972-73 1973-74 1974-75 1975-76 
Suig/tome [Sone [waive] tone [Vatue] one [vaTue] Tone [volvo] Toos®] fone® 


COCOA 
Produced 


Exported 


COFFEE 
Produced 


Produced 
Exported 


PALM KERNELS 
Produced 


Exported 


TEA 
Produced 


Exported 


Preliminary estimate 

Includes expeller pellets 

Tons FFB 

All palm oil production exported 


Production forecasts 





Tea production is reported to be rising slowly, and a new 
tea factory is soon to be opened in the Highlands. 


The most depressing element in the economy has been the 
continued low price of copper and a slight fall in ore 
quality at the Bougainville Copper Mine. Despite this, 
ore concentrate production is expected to remain at its 
current levels for the next several years. 


Budget: 


The budget for FY 76-77 will total US $571.6 million. 
Estimated receipts will be US $554.4 million. This is 

a growth of 2% in money terms, but will actually be a 
reduction in real terms. Personal income and company 
taxes were not raised, although additional items were 
added to the 45% custom duties list and gasoline taxes 
were raised. It may be that the revenue estimates are 
too small, since there has been a substantial increase 
in the number of tax returns (101,000 returns at the end 
of October compared to only 65,000 returns for the same 
period last year). This increase is thought to be due 
to the simplified system of personal income tax introduced 
last year. 


Wages: 


The government-set minimum wage for urban workers in 
larger cities is K27.18 per week (US $33.43). In rural 
areas the minimum wage is K11.38 per week (US $14.00), 
except for some agricultural workers whose wage was 
K9.43 (US $11.60). These wages are quite high for a 
country at PNG's stage of development and apparently 
have caused an excess supply of labor in the cities and 
some rural areas. It has been suggested that the high 
wages have seriously hurt the competitiveness of most 
agricultural industries, but especially the rubber and 
tea industries and to a lesser extent the production of 
copra by plantations. 


In September 1976 the government and the Public Service 
Commission agreed to a wage agreement that froze public 
service wages at their current levels except for a cost- 
of-living adjustment. The adjustments will take place 
in March and September of 1977 and will equal two-thirds 
the inflation rate times the individual salary of each 
employee. Private unions have expressed willingness to 
accede to a similar agreement but have met resistance 
from the employers. An eventual settlement may have to 
be made by arbitration. 





Foreign Aid: 


In March 1976 Papua New Guinea received an economic (and 
psychological) boost with the signing of a new aid agree- 
ment with the Government of Australia to provide a minimum 
of Australian $950 million (US $1150 million) during the 
next five years. This aid is of crucial importance to the 
country's economic health and especially to the provision 
of public services. Much of the tax revenue from the major 
projects that might develop over the next few years will 
have to be used to replace this aid when the agreement 
expires. 


Several specific projects have also found international 
funding in the past few months. The World Bank has 
agreed to contribute US $10.5 million to the Higaturu Oil 
Palm project. The World Bank contribution will finance 
the bulk of the small-holder component of the project. 
The processing plant and the central plantation will be 
owned by a corporate partnership between the GPNG and the 
Commonwealth Development Corporation. Each will contri- 
bute roughly US $15 million. 


The ADB is financing a Multi-Purpose East Sepik Rural 
Development Project with a concessional loan of US $7.74 
million loan. The project will promote rubber, cocoa, 
buffalo, and inland fishing. It will also provide an 
agricultural college and research station. 


The International Development Association is contributing 
US $19 million to the US $25 million Highlands highway 
road improvement project. This project will provide 
badly needed improvement to one of the nation's main 
transport arteries. 


Foreign Investment and Trade: 


In the area of foreign investment, 1976 was also a good 
year for PNG. In November the government of PNG and a 
consortium.of copper companies led by Broken Hill Pty. 
Ltd. signed an agreement for a major feasibility study 
and possible development of the OK Tedi copper project. 
Partners in the consortium are: Broken Hill Pty. Ltd., 
Amoco and Kupferexplorationsgessellschaft MBH. The 
agreement settled the financial arrangements for future 
development. The consortium will invest US $10.7 million 
over the next 31 months on continued exploratory drilling 
and engineering and transport studies. At the end of the 
period, the consortium will decide if it will develop the 
mine. 





The consortium of firms involved in the Frieda River 
project have also started negotiations with the govern- 
ment. Recent exploration has indicated there may be as 
much as 700 million tons of ore. Given that the trans- 
portation problem at Frieda River, though difficult, is 
considerably less than at OK Tedi, it is quite possible 
that Frieda River will be the first project developed. 
It will be at least two years before there are strong 
indications of the economic viability of either site, 
however. 


In October the government signed an agreement with an 
Esso consortium which called for the drilling of two 
exploratory wells in the Gulf of Papua. This agreement 
also sets the financial terms for future production 
should commercial quantities of petroleum be found. 
Results of the drilling should be known by early 1978. 


Starkist has also now come in with a proposal to expand 
its operations and build a cannery in partnership with 
the government on Manus. 


Embassy discussion with visiting U.S. businessmen sug- 
gests that the emphasis of their questions about new 
projects is directed towards economic considerations. 
A year ago such questions were directed towards the 
country's political stability. 


Finally, in November the governments of PNG and Australia 
signed a long-term commercial agreement. Australia is to 
accord duty-free entry to PNG goods - both primary and 
manufactured - on all but a few highly sensitive items. 
PNG's only obligation is to give most-favored-nation 
rights to Australia. The treaty apparently opens the 

way for PNG to become a low-cost assembly area for manu- 
factured goods to be exported to Australia duty-free. 

The only hitch is that at least 50 percent of the value 
of the final goods must come from PNG or Australia. 


IMPLICATIONS FOR THE UNITED STATES 


U.S. Investment: 


In January 1977 the government introduced its "Third 
National Investment Priorities Schedule." Among those 
activities where foreign investment is being actively 
sought are two additional copper sites - at Yandera and 
Tifalmin - and a chromite site in the Morobe Province. 
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The two copper sites have been looked at by at least two 
copper firms, who have not found them promising enough 
for further exploration. 


Firms interested in timber investments have a large num- 
ber of major projects, ranging from the Vanimo timber 
rights purchase area - with an estimated 14 million m9 

of logs suitable for sawn timber or veneer and 20 million 
m> of pulp wood - to the Sagarai-Gadaisu timber rights 
purchase area with 2.5 million m> of logs suitable for 
sawn timber or veneer and 2.5 million m/ for pulpwood. 


In fishing there is still considerable room for expansion 
of the tuna industry and the government is interested in 
the development of in-shore fishing, including prawn, 
reef fish, crayfish and lobsters. 


In agriculture the major area open for foreign investment 
is the nucleus oil palm estates. At least three are avail- 
able, including the former Japanese project at Biala. 

(The Japanese company involved was expelled from this 
project for alleged gross violations of the terms of 

the agreement.) 


At the moment current annual sugar imports are 23,000 
tons and are growing at an estimated rate of 3% per annum. 


The government has several sites suitable for sugar plan- 
tations and is interested in proposals. The relatively 
high wage rate will probably make it difficult to export 
large quantities of sugar, but the government may be 
willing to give tariff protection for a domestic sugar 
industry if needed. It is not clear that protection 
would be needed. 


In general the government characterizes its attitude 
toward foreign investment as being "tough but fair." 

As evidence they point to the fact that, while several 
companies have refused to participate in various projects 
citing tough government conditions, the government has 
been able to find other firms willing to take their 

place under the same conditions. 


In the Embassy's view the government's attitude toward 
foreign investment may be described as very positive. 
They understand and accept the firms' desire to make a 
profit, but at the same time they are willing to fight 
hard to obtain the best deal possible. Individuals 
interested in investing in Papua New Guinea should con- 
tact the National Investment and Development Authority, 
P.O. Box 5053, Boroko, Port Moresby, Papua New Guinea. 





United States Exports to Papua New Guinea: 


The United States is presently number three after Aus- 
tralia and Japan in sales to Papua New Guinea. Machinery 
and transportation equipment are the major exports. The 
volume of such equipment varies greatly, depending princi- 
pally on the number and type of major development projects 
underway. 


There seems to be considerable potential for the export 

of forestry equipment to Papua New Guinea... Several 
forestry firms purchase equipment extensively from the 
U.S., and it is the Embassy's understanding that the U.S. 
is the only country producing chain saws of the size 
needed for the large timber found in PNG forests. The 
Embassy has compiled a list of timber firms in the country 
for use by American businessmen. 


The United States only supplies a small part of the con- 
sumer goods presently imported into Papua New Guinea. 
There is considerable room for expansion, however. Im- 
ports of manufactured goods in general totaled 38 million 
kina (US $46.7 million) in FY 1974. Most. of these were 
consumer goods. Goods cheap in price and quality come 
from Singapore, Hong Kong, Taiwan and the People's 
Republic of China. Better quality goods generally come 
from Australia. It is in this market of higher quality 
goods that the U.S. has a great potential for expansion. 
Australian prices are very high, usually twice the U.S. 
retail price. Individuals with access to U.S. mail order 
catalogues rely on them extensively. There seems to be 
the potential for small but not insignificant exports of 
better quality U.S. clothing to Papua New Guinea. So 

far this market is untapped. 


Papua New Guinea has three large trading companies which 
have a-large influence in the local markets in machinery, 
plantations, shipping and department stores. U.S. firms 
may wish to contact: 


Steamships Trading Co. Ltd. 
P.O. Box 1 
Port Moresby, Papua New Guinea 


W. R. Carpenters (PNG) Ltd. 
P.O. Box 704 
Port Moresby, Papua New Guinea 





Burns Philp has a U.S. office to contact: 


Mr. Murray 

Burns Philp Assoc. San Francisco 
230 California Street 

San Francisco, Calif. 


Exporters to PNG should be aware that Farrell Lines now 
has direct shipment from the U.S. west coast to Lae. The 
price is supposed to be roughly the same as Sydney to 
Lae. Goods to Port Moresby may be transshipped from 

Lae. This service should save considerable time and 
money in shipping. 


Competing for government tenders poses a problem for U.S. 
firms. Generally, only 30-45 days' notice is given. 
Information on tenders may be obtained from the Division 
of Supply, P.O. Box 4108, Badili, Papua New Guinea, and 
from the Division of Supply offices in Sydney, GPO Box 
4201, 225-233 Clarence Street, Sydney, New South Wales 
20011, Australia, phone 295151, Telex AA20263. It is 

the Embassy's understanding that the office in Sydney 

is better organized and the best place to obtain informa- 
tion on tenders. American firms should be warned, how- 
ever, that PNG businessmen prefer to deal with U.S. 
companies directly and resent being directed to U.S./ 


Australian subsidiaries. The Embassy notes that some 
American firms have recently decided to honor this 
preference. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 





